REPORT OF THE AUDITOR-GENERAL TO THE MEMBERS OF THE COUNCIL ON 
THE FINANCIAL STATEMENTS OF KGETLENGRIVIER LOCAL MUNICIPALITY 
FOR THE YEAR ENDED 30 JUNE 2006 

1. AUDIT ASSIGNMENT 

The financial statements as set out on pages to , for the year ended 

30 June 2006, have been audited in terms of section 188 of the Constitution of the 
Republic of South Africa, 1996 (Act No. 108 of 1996), read with sections 4 and 20 
of the Public Audit Act, 2004 (Act No. 25 of 2004) and section 126 of the Municipal 
Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA). These financial 
statements, the maintenance of effective control measures and compliance with 
relevant laws and regulations are the responsibility of the accounting officer. My 
responsibility is to express an opinion on these financial statements, based on the 
audit. 


2. SCOPE 

The audit was conducted in accordance with the International Standards on 
Auditing read with General Notice 1512 of 2006, issued in Government Gazette 
no. 29326 of 

27 October 2006. Those standards require that I plan and perform the audit to 
obtain reasonable assurance that the financial statements are free of material 
misstatement. 

An audit includes: 

• examining, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements, 

• assessing the accounting principles used and significant estimates made by 
management, as well as 

• evaluating the overall financial statement presentation. 

Furthermore, an audit includes an examination, on a test basis, of evidence 
supporting compliance in all material respects with the relevant laws and 
regulations which came to my attention and are applicable to financial matters. 

I believe that the audit provides a reasonable basis for my opinion. 


3. BASIS OF ACCOUNTING 

The municipality’s policy is to prepare financial statements on the entity specific 
basis of accounting as described in paragraph 1.1 of the accounting policies to 
the financial statements. 
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4. QUALIFICATION 


4.1 Income 

The municipality failed to comply with the revenue management provisions contained in 
section 64 (2) of the MFMA. 

4.1.1 Subsidies 

Bojanala District Municipality paid a R57,4 million grant to the council which is reflected 
as only R44,7 million in appendix C and was not disclosed as income in the Income 
Statement. The amount received was disclosed as a suspense creditor. The actual 
expenditure for the project amounts to more then R80 million. (Also see paragraph 4.6) 

The income received for both the Municipal Infrastructure Grant and BDPM grants was 
not reconciled to the conditional grant register. 

4.1.2 Assessment rates 

The valuation roll of Kgetlegrivier Municipality was last updated in 1999, and no 
reconciliation was performed between the valuation roll and the assessment rate 
income. Furthermore, the provisions contained in section 30 and 88 of the Property 
Rates Act, 2004 (No 6 of 2004) have also not been complied with. 

4.1.3 Water and electricity 

Not all consumers are billed on a monthly basis for actual or estimated consumption. As 
supporting documentation was not available for the entire year under review, it was also 
not possible to determine the accuracy of new meters connected. 

4.1.4 Other Income 

It was impractical to extend my examination beyond the traffic fine receipts actually 
recorded and accordingly I could not verify the completeness of revenue receivable from 
the traffic department. 

An amount of R0,35 million for rentals received by the municipality was not classified as 
other income, but posted to various other general ledger accounts. This misallocation 
result in other income being understated. 

I therefore did not obtain all the documentation and explanation necessary to verify the 
completeness, occurrence, accuracy, cut-off and classification of income amounting to 
R33 million, as disclosed in the financial statements. 
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4.2 Expenditure 

4.2.1 Trading expenditure 

An amount of R0,28 million was paid for penalties and interest on VAT. These amounts 
were not classified and disclosed as fruitless expenditure. 

An amount of R5. 9 million was paid in the current year in respect of expenditure in the 
prior year. The current year expenditure is therefore overstated by the same amount. 

Sufficient supporting documentation could not be obtained to verify expenditure journal 
entries to an amount of Rl,22 million. 

The municipality had not implemented a formal procurement policy and I was unable to 
determine the ability of the current procurement system to ensure goods and services 
are procured fairly, equitably, transparently, competitively and cost-effectively as 
required by section 65 (1) i of the MFMA. 

4.2.2 Salaries, wages and allowances 

Payments totalling R0,95 million were made to employees in Swartruggens in respect of 
back-pay. Contracts, salary scales, or other supporting information to substantiate 
these payments could not be submitted. 

Salary increases totalling R0,41 million were paid to employees which were in excess of 
6% increases as agreed with SALGA. Reasons for these increases or other supporting 
information to substantiate these payments could not be obtained. 

An un-reconciled difference of R0,22 million occurred between the Payday system and 
the total per the general ledger. 

4.2.3 General expenses 

Expenditure of R0,48 million in respect of leave sold was allocated as part of general 
expenses instead of employee costs. General expenses are therefore overstated with 
the said amount, and leave costs are understated. No explanation or supporting 
documentation in respect of 

R0,17 million of leave days sold could be submitted. 

I therefore did not obtain all the documentation and explanations necessary to verify the 
completeness, occurrence, accuracy, cut-off and classification of expenditure amounting 
to R21,9 million, as reflected in the financial statements. 
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4.3 Retained surplus 


The municipality could not provide adequate supporting documentation and 
explanations to substantiate appropriations for the year amounting to R6.2 million. 
Accordingly, I am unable to express an opinion on the accuracy and completeness of 
Retained Surplus of R20 million. 


4.4 Statutory Funds and Reserves 

The amount disclosed as statutory funds and reserves did not include grants and 
subsidies received in respect of capital, land, and housing development. The 
municipality received 

R57, 4 million for capital development, but these funds were incorrectly classified as 
creditors. 

Contributions to the capital development fund as disclosed in appendix A to the financial 
statement differ with the amount disclosed in note 17 as follows: 



2006 

2005 

Appendix A 

292 982 

989 486 

Note 17 


1 273 432 

Difference 

292 982 

283 936 


Supporting documentation cold not be submitted to substantiate the movement of the 
statutory funds to an amount of R0,16 million. 

Explanations could not be obtained for funds with debit balances amounting to R0,45 
million. 

I therefore did not obtain all the documentation and explanations necessary to verify the 
completeness, rights, existence and valuation of Statutory Funds amounting to R13, 28 
million 


4.5 Trust Funds and Reserves 

I was unable to obtain the trust mandates or other supporting documentation to support 
the trust funds and reserves. Therefore it was not possible to determine if the trust funds 
had been utilised for their intended purpose. 

Valid explanations could not be provided for the difference of R0,096 million noted in 
respect of the fire service grant recorded in the minutes and Appendix A. 
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I therefore did not obtain all the explanations and documentation necessary to verify the 
valuation, allocation and existence of Trust Funds amounting to R2,3 million and 
Reserves of R5,3 million. 


4.6 Creditors 

Liabilities amounting to R 1,17 million were not accounted for as creditors. 

I was unable to obtain the necessary supporting documentation to verify creditors 
amounting to R0,2 million. 

Included in suspense creditors are grants and subsidies received from Bojanala District 
Municipality of R57.4 million. (Also refer to paragraph 4.1 in this regard). 

I therefore did not obtain all the documentation and explanations necessary to verify the 
completeness, valuation, obligation and existence of creditors amounting to R48, 2 
million. 


4.7 Consumer Deposits 

Tariffs for consumer deposits have not been reassessed for the last three years. We 
were unable to reconcile new connections to the movement in consumer deposits. 
Furthermore, a detailed list of consumer deposits was not available. 

I therefore did not obtain all the documentation and explanations necessary to verify the 
completeness, valuation, rights and existence of consumer deposits amounting to 
R0,99 million. 


4.8 Fixed Assets 

4.8.1 I was unable to reconcile the general ledger balance of R13.8 million to the fixed 
assets register. In addition fixed assets were not tagged for reference to the fixed asset 
register, therefore it was not possible to physically verify assets. 

4.8.2 Fixed assets were increased by R12.7 million to correct a prior year difference 
between the general ledger and financial statements. I was unable to obtain sufficient 
documentation and explanations to substantiate this adjustment. 

I could not obtain sufficient supporting documents to substantiate the disposal or write- 
off of fixed assets disclosed in appendix C to the financial statement. 

The municipality failed to comply with section 63 of the MFMA. The accounting officer 
did not take all reasonable steps to ensure: 
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• that the municipality has and maintains a management, accounting and information 
system that accounts for all assets; 

• that the municipality has and maintains a system of internal control of assets, 
including an asset register 

I therefore did not obtain all the documentation and explanation necessary to validate 
the completeness, accuracy, existence, valuation and disclosure of fixed assets 
amounting to R13.8 million. 


4.9 Investments 

There is a unexplained difference of Rll,25 million between the investments as 
reflected in the financial statements and third party confirmations obtained. 

Furthermore, the short term portion of the investments differed as follows between the 
third party confirmation, financial statements and investment register. 




FINANACIAL 



CONFIRMATION 

STATEMENT 

REGISTER 

Short- 

term 

R 27 866 831 

R 5 043 124 

R 18 687 361 

Long- 

term 

R 3 765 395 

R 15 336 885 

R 3 650 154 


I therefore did not obtain all the documentation and explanations necessary to verify the 
rights, existence, valuation and completeness of investments amounting to 
R20,3 million. 


4.10 Debtors 

I did not obtain sufficient substantiating information to support the doubtful debt 
provision of 

R15 million, which increased from R3, 07 million in the prior year. Furthermore, the 
debtors balance has increased by 191% and the debtor collection rate has substantially 
decreased, because the Council did not enforce a credit policy and debt collection 
policy. There is also no indication how the indigent debtors affect this provision. We are 
therefore unable to determine the accuracy of the debtors provision at year-end. 

Individual debtor balances are overstated by Rl,4 million because of the unallocated 
deposits account not cleared at year-end. 

I could not obtain sufficient supporting documentation to verify consumer debtors 
amounting to R0,4 million, sundry debtors of R4.2 million and suspense debtors of 
R1.2 million. 
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An amount of R0,24 million due to the municipality in respect of a policy that matured in 
December 2002 was still disclosed as an investment and not as a receivable. 

An amount of R0,7 million, being the value as at June 2002 in respect of policy taken 
for a person who died in May 2002, has been disclosed as an investment instead of a 
debtor. The pay-out of the policy still outstanding after 4 years and the recoverability of it 
is questionable. 

We were unable to obtain the necessary supporting documentation to verify sundry 
deposits amounting to R0,7 million. 

Furthermore, it was noted that the suspense receipts account amounting to 
Rl,ll million was not cleared 2 months after year end, therefore, debtors are overstated 
by Rl,ll million. 

I therefore did not obtain all the documentation and explanations necessary to verify the 
completeness, valuation, rights and existence of debtors amounting to R31,27 million. 


4.11 Stock 

An inventory schedule, indicating stock movements, is not kept by the municipality, 
therefore it was not possible to perform any physical counts. 

The council’s stock records did not indicate the stock values therefore it was not 
possible to determine if stock was valued at lower of net realisable value or cost. 
Currently the stock valuation is based on the cost of inventory items when acquired, and 
no adjustment for damaged, obsolete or devalued stock is made. 

I therefore did not obtain all the documentation and explanations necessary to verify the 
rights, existence, valuation and completeness of stock amounting to R0,79 million. 


4.12 Cash 

An amount of R0,25 million was misappropriated by officials from the council’s bank 
account. This raises concern that other incidents might go undetected in a weak control 
environment. 

There is an unexplained difference of R0,36 million between the cashbook balance per 
the bank reconciliation and the financial statement balance. 

I therefore did not obtain all the documentation and explanations necessary to verify the 
completeness, rights, valuation and existence of the cash and cash equivalent amount 
to R26,29 million. 
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4.13 Leave Pay Provisions 

There was an unexplained difference of R 0,41 million between the financial statements 
and the leave report, which forms the basis for the provision, and between the general 
ledger and the leave report of R 0,17 million. 

I therefore did not obtain all the documentation and expalantions necessary to verify the 
completeness, valuation, obligation and existence of provisions amounting to R 1,6 
million. 


4.14 Related parties 

The municipality does not have a policy which is used by management to identify the 
related parties. Management did not apply SAICA Circular 4 of 2005 or the extensive list 
regarding related parties for the particular sphere of government on the National 
Treasury website. 


4.15 Disclosure 

The following significant accounting policies were not disclosed. 

Income recognition 

• Equitable share 

• Governmental and Provincial Grant 

• Grating rebates 

Provisions 

• Leave provision 

Leases 

• Finance lease 

• Operating lease 

Funds 

• Housing development fund 

• Donations recorded in Appendix A 

• Repairs and maintenance 

• Vehicle fund 

• Loss rental fund 

• VAT Funds Reserve 

• Fire emergency 

The following disclosure requirements were not met; 
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• The heading of the notes to the financial statements do not include the phrase 
"for the year ended 30 June 2006" as required. 

• The basis used to write off assets amounting to R12, 7 million has not been 
disclosed. 

• Notes 18: Cash generated by operations, expenditure charged directly to 
provisions and reserves indicates an amount of R 0,76 million as per Appendix A. 
However the amounts for provisions and reserves per note 16 disclosed as R2,8 
million. 

• Note 14 to the financial statements does not include a statement from the 
accounting officer on whether or not the salaries and allowance of Councilors are 
within the upper limits of the framework envisaged in Section 219 of the 
Constitution. 

• Appendix B: Capital commitments, were disclosed at R 32,6 million as per notes 

to the financial statements. However, these amounts represent outstanding 
commitments as at 31 October 2006. The outstanding capital commitment as at 
30 June 2006 amounted to R43 592 475. As a result, capital commitments were 
understated by an amount of 

RIO 970 183. 

• Appendix B: The amount of R9 829 640 which represented the net cash flow in 
the prior year cash flow statement did not agree to the amount of Net cash 
utilised of R4,3 million, with the resultant difference of R14 ,120 million. I could 
therefore not establish the accuracy, completeness and validity of comparative 
figures. 

• Appendix B: The revenue budget amount has been disclosed in the financial 
statements as R31,0 million as opposed to the approved budget amount of 
R30,98 million. I was unable to obtain an explanation for this difference 


4.16 Going concern 

Several factors indicated that the going concern is no longer an applicable basis for the 
compilation of the financial statements. Furthermore it is difficult to make an accurate 
assessment as all the account balances have been qualified. The council did not asses 
the going concern concept therefore it is unsure if the council has the financial ability to 
render services to the people in the Kgetlengrivier area and to pay their obligations in 
the normal course of business. The municipality’s debtors have increased by 191% in 
last year, and without the continued support from government, there is significant doubt 
on the entity’s ability to continue as going concern. 


4.17 Opening balance 

An unexplained difference of Rl,19 million occurred between the prior year general 
ledger and the audit financial statements. 
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Furthermore, a disclaimer of audit opinion was issued during the prior year. Therefore, 
no reliance can be placed upon the opening balances in the financial statements and no 
conclusion interference should be drawn between the opening and closing balances. 


5. AUDIT OPINION 

Because of the significance of the matters referred to in paragraph 4, I do not express 
an opinion on the financial statements. 


6. EMPHASIS OF MATTER 

Without further qualifying the audit opinion, attention is drawn to the following matters: 

6.1 Internal Controls 

Numerous inherent weaknesses were identified in the functioning of the internal control 
systems of the municipality and the following policies and procedures were not 
implemented and enforced by the council: 

• Risk management and fraud prevention 

• Internal audit 

• Financial management 

• Human resource and performance management 

• Asset management 

• Supply chain management 

o Budget and demand management 
o Acquisition management 
o Disposal management 
o Logistics management 

• Customer relationship management 

• Bad debt write-offs 

• Unauthorised, irregular or fruitless and wasteful expenditure 

• Adequate segregation of duties 

Given the above, we are unable to express an opinion on whether the municipality 
complied with their responsibilities as required by section 62 & 63 of the MFMA. 


6.2 Non compliance with laws and regulations 

6.2.1 The following sections of the MFMA were contravened: 

Section 11(1); section 9; section 11(4); section 32(4); section 52; section 54; section 70; 
section 70(1); section 74; section 78; section 81; section 125(2); section 127; section 
130; section 129; section 132; section 131; section 178(2); section 74; 
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6.2.2 The following non-compliance with the Municipal Systems Act, 2000 (Act No. 32 
of 2000) occurred: 

section 5; section 54; section 56; section 57; section 58; section 70; section 95; section 
100 

6.2.3 The following non-compliance with other acts occurred: 

Division of Revenue Act, 2005 (Act No 1 of 2005), section 21(2) 

Water Service Act,1997 (Act No. 108 of 1997), section 15, section 16, section 17 
Housing Act, 1997 (Act No. 107 of 1997), section 14 

Given the weaknesses in internal controls, I am unable to express an opinion on 
whether the municipality complied with all their legislative requirements. 


6.3 Distribution Loss 

Statistical information, disclosed in Appendix F, relating to water purchased and sold 
during the year has been incorrectly disclosed as 20% instead of 55% and for electricity 
it was incorrectly disclosed as 25% in stead of 36%. 

The above undermines the council’s ability to recover the cost and has a departmental 
impact upon the council’s ability to render service to the local community. 


7. APPRECIATION 

The assistance rendered by the staff of the Kgetlengrivier during the audit is sincerely 
appreciated. 


PW Maritz for Auditor-General 

Rustenburg 

30 November 2006 



AUDITOR-GENERAL 
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